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TO OUR CLIENTS: 


The March, 1935, issue of the L. R. B. & M. 
Journal, a bi-monthly periodical, which is 
published primarily for distribution among the 
members of our organization, contains a digest 
of the chapter on Liabilities of Directors, 
in the recently published Fifth Edition of 
Montgomery's "Auditing Theory and Practice." 


The subject of liabilities of directors of 
corporations has always been an important one. 
It has become still more so because of the 
legislation of the last several years, including 
the Federal Securities Act of 1933 and the 
Securities Exchange Act of 1934. 


Because of the present interest in the sub— 
ject, a number of our clients have asked us for 
copies of this issue of the Journal to dis-— 
tribute among their directors and others who 
might be interested. 


The enclosed copy is sent to you in accord- 
ance with your recent request. 


Very truly yours, 
LYBRAND, ROSS BROS. & MONTGOMERY. 
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Liabilities of Directors 


Based on Chapter 32 of 


AUDITING 


THEORY AND 


PRACTICE 


(Fifth Edition) * 


By Ropert H. MONTGOMERY 


The personal liability of directors is 
a subject of primary importance and 
yet one with which the majority of 
directors are probably not fully 
familiar. It is essential for his own 
protection that a director realize the 
extent of his liability and by what acts 
of commission or omission this liability 
may possibly be incurred. It is not the 
purpose of this article to deal exhaus- 
tively with the subject, but merely to 
point out possibilities. 

The liability of directors is deter- 
mined by (1) the statutes of the juris- 
diction under the law of which the cor- 
poration is organized and in some mat- 
ters by the statutes of any jurisdiction 
in which the corporation does business ; 
(2) the charter and by-laws of the 
corporation; and (3) the common law 
as it has grown up through years of 
decisions of the courts. 

Because the Securities Act of 1933 
and the Securities Exchange Act of 
1934 have recently brought the sub- 
ject of discussion into prominence and 
because the provisions of these Acts, 
being federal laws, are applicable the 
country over, they will be dealt with 
more specifically than other instances 
of liability. 

* Published December, 1934 (The Ronald Press 
Company, New York). 


Securities Act of 1933 

The Securities Act of 1933 
(amended to some extent by the Se- 
curities Exchange Act of 1934) be- 
came effective in May, 1933. The Act 
provides that directors may be liable if 
registration statements contain untrue 
or misleading representations of ma- 
terial facts or fail to include informa- 
tion without which the statements are 
thus misleading. Suit may be brought 
by any person suffering a financial loss 
due to acquisition of a security issued 
under the Act, where any of the above- 
mentioned conditions exist, unless it is 
proved that at the time of acquisition 
the complainant knew of such untruth 
or omission, or, under certain circum- 
stances, that the directors had no rea- 
sonable ground to believe and did not 
believe at the time they were made that 
the statements complained of were un- 
true or misleading. 

Such suit may be “to recover such 
damages as shall represent the dif- 
ference between the amount paid for 
the security (not exceeding the price at 
which the security was offered to 
the public) and (1) the value thereof 
as of the time such suit was brought, 
or (2) the price at which such secur- 
ity shall have been disposed of in 
the market before suit, or (3) the 
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price at which such security shall have 
been disposed of after suit but before 
judgment if such damages shall be less 
than the damages representing the dif- 
ference between the amount paid for 
the security (not exceeding the price 
at which the security was offered to the 
public) and the value thereof as of the 
time such suit was brought. . . .”, 
but the defendant may prove in mitiga- 
tion that the damage claimed was occa- 
sioned in toto or in part by events 
other than the misleading information 
It can readily be seen 
that the directors’ liability is very real 


complained of. 


and might be a material amount under 
this Act. Directors cannot avoid this 
liability through delegation of their 
powers to someone else, for Section 15 
of the Act imposes the liability on con- 
trolling persons as well as on those 
controlled. 


Securities Exchange Act of 1934 

The Securities Exchange Act of 
1934 was passed by Congress in June, 
1934, and imposes obligations on direc- 
tors of a corporation any of whose 
securities are listed on a national securi- 
ties Among such obliga- 
tions are the following: 

Directors are liable to the corpora- 
tion for any profit resulting from (1) 
buying and selling, or (2) selling and 
buying, within any period of less than 
six months, any equity security (other 
than an exempted security) of the cor- 
poration, unless such security was ac- 
quired in good faith in connection with 
a debt previously contracted. Suit to 
recover such profit may be instituted 
by the corporation or by the owner of 
any security of the corporation in the 
name and in behalf of the corporation 
if the corporation fails or refuses to 


exchange. 


bring suit within sixty days after re- 
quest. 

Under the Act, a director may not 
sell, directly or indirectly, any equity 
security of his corporation (other 
than an exempted security) unless he 
owns such security. If he owns it, he 
must make delivery within twenty 
days of the sale, or must deposit it in 
the mails or other usual means of 
transportation within five days after 
the sale, unless he can show that to do 
so would cause undue inconvenience 
and expense or that, notwithstanding 
the exercise of good faith, he was un- 
able to make such delivery or deposit. 

The Act requires that a director re- 
port his ownership of any class of any 
equity security of corporation 
(other than an exempted security) 
when the security is registered on a 
national securities exchange or within 
ten days after he becomes a director.* 
Thereafter, if there is any change in 
his ownership, he must file a statement 
of such change with the exchange and 
a duplicate original thereof with the 
Securities and Exchange Commis- 
sion. This statement must be filed 
within ten days after the end of the 
month in which such change occurs. 

If the stock of a corporation is listed 
on a national securities exchange, it 
must submit statements as required by 
the Commission. Although the pri- 
mary obligation for the filing of these 
reports rests with the financial officers 
of the corporation, yet, since the direc- 
tors are responsible for the general 
conduct of the business of the corpora- 
tion, they should see to it that the cor- 
poration complies with the statutory 
requirements. 

Section 18 of the Act provides that 


*Form 5 


his 


promulgated by Securities and Ex- 


change Commission. 
+ Form 4. 
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any person who makes or causes to be 
made any statement in any application, 
report or document filed pursuant to 
the Act or any rule or regulation there- 
under, which statement was, at the time 
and in the light of the circumstances 
under which it was made, false or mis- 
leading with respect to any material 
fact (unless such person acted in good 
faith and without knowledge that such 
statement was false and misleading) 
shall be liable to innocent persons rely- 
ing thereon and injured thereby for 
damages caused by such reliance. 

This Act, as in the Securities Act, 
imposes the liabilities on controlling 
persons as well as on those controlled. 

Penalties provided for in both Acts 
(additional to civil liability) are im- 
posed on anyone wilfully violating the 
same, or on anyone who wilfully makes 
or causes to be made any statement re- 
quired thereunder which was false or 
misleading with respect to any material 
fact. The penalties differ under the 
two Acts but are severe, ranging to pos- 
sible fine of $10,000 or five years’ im- 
prisonment, or both. 

Since the responsibilities and liabili- 
ties of directors and corporation offi- 
cials are so far reaching under these 
two laws, and since the requirements 
are so technical and so involved, all 
directors and officials would do well to 
confer with their counsel and _ their 
auditors as to the steps they should take 
for their own protection in connection 
with any and all statements and reports 
issued under these laws. 

The aforementioned liability of 
directors under the Securities Act of 
1933 arises primarily when the cor- 
poration registers an issue of securities 
under the Act. Similarly, the liability 
imposed by the Securities Exchange 
Act of 1934 at the present time arises 


primarily when a security of the cor- 
poration is listed on a national securi- 
ties exchange. This Act, however, also 
gives the Securities and Exchange 
Commission the power to regulate 
over-the-counter markets. To date, 
the Commission has not exercised this 
authority, but it may, as part of its 
regulations, provide for the registra- 
tion of all securities traded in such 
markets, and may impose the same ob- 
ligations in connection with such regis- 
tration as are imposed when securities 
are registered on a national securities 
exchange. The Commission is also 
empowered to make special provision 
for any securities entitled to unlisted 
trading privileges on any exchange.* 


Liabilities Generally 
In the following paragraphs are men- 
tioned some liabilities and obligations 
which may arise from any or all of 
the sources enumerated in the second 
paragraph of this article. 


Directors are Fiduciaries 

A director’s office is one of trust in 
which he occupies a fiduciary relation 
to the corporation and the stockhold- 
ers. His own interests must be sub- 
ordinated to his trust whenever the two 
conflict. 

In an English case substantial dam- 
ages were awarded to stockholders of 
a corporation against the directors who 
had sold the company’s government 
securities and purchased stock of other 
corporations in which the directors 
were interested, which transaction even- 

* Since the writing of the above, the Com- 
mission has sent tentative regulations for over- 
the-counter markets to a large number of brok- 
ers, dealers, associations and _ state securities 
commissions with a request for criticism thereof. 
The Commission has also amended its rules to 
require the filing of statements with respect to 
unlisted securities if the issuer thereof also has 
other securities listed on a national securities 
exchange. 
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tually caused a large loss to the com- 
pany. Morris & Jones, Ltd., v. Har- 
man (1932). 


Powers of Directors 

The powers of directors are in an 
important sense original and undele- 
gated. Since directors represent the 
corporation, they cannot exercise pow- 
ers not possessed by the corporation. 

Usually, directors cannot dispose of 
the entire business of a corporation 
unless authorized by statute or done 
with the stockholders’ consent. 


Informal Procedure 

Directors are vested with authority 
only when duly convened as a board. 
Before the board can be legally as- 
sembled, certain statutory requirements 
must usually be followed. Many close 
corporations, where the active man- 
agers hold the majority of the stock, 
treat the technical procedure as if it 
were of no real importance. Their 
minute books record meetings that were 
never legally held because, for example, 
no proper notice of the meeting was 
given and no waiver was obtained 
properly signed by all of the directors. 
Although such informal procedure may 
often cause no difficulty, it may lead 
to serious liabilities. Stockholders may, 
at some future date, cause trouble for 
directors who took action at a direc- 
tors’ meeting which other directors had 
no opportunity to attend because they 
were not notified of the meeting. 


Vacancies in Board 

[xcept when the power to fill vacan- 
cies in their own board is given direc- 
tors by statute, charter, or by-law, 
they do not possess such power. Even 
though such power is given, it would 
not in many states apply to the filling 
of newly created directorships. 


Cannot Delegate Discretion; Dummy 
Directors 
Directors usually cannot delegate 


their discretionary powers, although 
they may delegate the power to per- 
form purely ministerial acts. Respon- 
sibility is placed upon whoever is in 
fact a director even though he may 
be only lending his name to a board 
and taking no real part in the manage- 
ment of a business by the directors. 
This point was brought out in Gib- 
bons v. Anderson, 80 Fed. 345 (1897), 
in which case a federal judge, speak- 
ing of bank directors, said: “The idea 
is not to be tolerated that they (direc- 
tors) serve merely as gilded ornaments 
of the institution, to enhance its attrac- 
tiveness, or that reputations 
should be used as a lure to customers.” 

In the case of Kavanaugh v. Com- 
monwealth Trust Co. of New York, 
223 N. Y. 103 (1918), it appeared that 
an arrangement had been made with 
George J. Gould that when he became 
a director he was not expected to at- 
tend the meetings or to take an active 
part in the affairs of the company. 
The court held that no such under- 
standing could excuse a_ director 
from the normal duties which all direc- 
tors are expected to perform. 


their 


Executive Committees, etc. 


If the by-laws or the stockholders 
so provide, the board of directors may 
place authority in a small group of 
directors who have immediate respon- 
sibility in the matters entrusted to 
them; the directors who are not mem- 
bers of the small group may be re- 
lieved of responsibility for transactions 
entrusted to the group. 





























LRB&M. JOURNAL 5 





Acts of Officers and Employees 


Directors cannot be held liable for 
the fraudulent or wrongful acts of 
officers or employees unless they par- 
ticipated negligent 
in failing to exercise due care in the 
selection or supervision of such officers 
and employees. 

The United States Supreme Court, 
in the leading case of Briggs v. Spauld- 
ing, 141 U. S. 132 (1891), stated that 
directors of a corporation “‘are not 
insurers of the fidelity of the agents 
whom they have appointed who are 
not their agents but the agents of the 
corporation; and they cannot be held 
responsible for losses resulting from 
the wrongful acts or omissions of other 
directors or agents, unless the loss is 
a consequence of their own neglect of 
duty, either for failure to supervise 
the business with attention or in 
neglecting to use proper care in the 
appointment of agent.” 


therein or were 


Quorum of Board 

Unless otherwise provided by statute, 
charter, or by-law, a majority of all 
directors constitutes a quorum, and a 
majority of the quorum may perform 
any act within the powers of the board. 
Action taken at a meeting of the board 
at which a quorum is not present, is 
not binding on the corporation unless 
subsequently ratified or adopted by the 
board. 


Access to Accounts and Records 

The law gives directors the right to 
see all accounts and records of the 
corporation. This is a very important 
right, for through its use directors 
representing minority interests may be 
able to protect these interests from il- 
legal discrimination against them by 
the majority. 


Affiliated Companies 


The board of directors of a sub- 
sidiary or affiliated company is under a 
duty to act not only in the interest of 
the parent company or other control- 
ling interest, but with due considera- 
tion for the rights of all interested 
whether stockholders, bond- 
holders or other creditors, lessors, etc. 
If, for example, the rights of minority 
stockholders are disregarded, liability 
may be incurred by the corporation or 
directors. 

A contract between two corporations 
with the same directors is subject to 
the close scrutiny of the court, which 
will avoid it unless it is fair to the cor- 
poration against which it is sought to 
be asserted, and the burden of estab- 
lishing its fairness rests on the cor- 
poration asserting it. The right to 
such a contract rests in the 
corporation, not in the individual 
stockholders, although an _ individual 
stockholder may sue when the direc- 
tors refuse to do so on request. A 
minority stockholder may enjoin per- 
formance of such a contract until it 
is evidenced that the contract is fair 
and free from fraud. 


| arties, 


void 


Directors’ Dealings with Corporations 

[f directors make contracts between 
the corporation and a director or officer 
without the general or special sanction 
of the stockholders, they may render 
themselves liable if such contracts prove 
to be detrimental to the corporation. 
Directors cannot fix, increase, or vote 
compensation to themselves as direc- 
tors unless expressly authorized to do 
so by the charter or the stockholders. 
If ratified by the stockholders, the 
action becomes binding upon the cor- 
poration unless it constitutes fraud on 
the minority stockholders. 
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While some courts hold that a con- 
tract between a corporation and one 
of its directors is void, and other courts 
hold that it is voidable at the option of 
the corporation, the majority of juris- 
dictions hold that a director may con- 
tract with the corporation if he acts 
in good faith and the corporation is 
represented by a quorum of disinter- 
ested directors. If a director acquires 
any interest in property adverse to the 
corporation, he will be deemed to hold 
it as trustee for the corporation, or he 
may be held liable for any loss result- 
ing to the corporation from his breach 
of duty. <A director may not derive 
any personal profit by reason of his 
position that is not available to all of 
the stockholders. He will be required 
to account to the corporation for any 
secret profits made by him in disregard 
of his fiduciary relation. A director 
‘ust account to the company for any 
gift, gratuity or bribe given him to 
influence his official action. 


Changes in Capital Structure, Etc. 

Directors ordinarily have no power 
to increase or decrease the amount of 
capital stock, to go into bankruptcy, to 
release stock subscriptions, to accept a 
vital amendment to the charter of the 
corporation, or to change the nature or 


scope of the corporate enterprise. The 
stockholders must pass upon such 
matters. In some states, charter or 


statutory provisions forbid any revi- 
sion or withdrawal of capital stock ex- 
cept by following certain procedure, 
and make directors who violate these 
provisions responsible to the creditors 
in case of insolvency. 


Sale of Unissued Stock 


A director is obligated to see that 
the corporation receives full value 


when unissued stock is sold. Although 
a director is not precluded because of 
his position from buying stock from a 
corporation, such a transaction will be 
open to scrutiny as to its fairness and 
the adequacy of the payment. 


Purchase of Treasury Stock 


Most jurisdictions now permit cor- 
porations to purchase their own stock, 
but usually require that certain condi- 
tions be met. Persons dealing with a 
corporation rightfully assume that the 
capital invested, as shown by public 
record as to organization and issue of 
stock, will not be reduced without 
equally public record and under the 
formality required by law. | Purchase 
of treasury stock effects a reduction of 
the invested capital, and directors must 
be sure that they do not take this step 
except in legally authorized form. 


Dealings with Stockholders 

A director may purchase shares of 
the corporation from an_ individual 
stockholder, but if he makes misrepre- 
sentations of material facts peculiarly 
within his knowledge, and the stock- 
holder relies thereon, the contract may 
be rescinded or damages 
may be recovered. 


for fraud 


Improper Dividends 
The propriety or impropriety of 
dividends declared depends upon statu- 
tory provisions, financial practices, ac- 
counting records and general law relat- 
ing to the responsibility of directors. 
The fundamental principle is that divi- 
dends should be paid only out of profits 
unless the corporation is authorized by 
law and the consent of the stockhold- 

ers to pay them out of capital. 
In the so-called American Malting 
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case* the court held that a director of 
the corporation was liable for damages 
arising from his negligence in per- 
mitting the writing up of values, antici- 
pating profits on unfilled contracts, and 
paying out in dividends such prospec- 
tive profits. The profits were esti- 
mated on deliveries to be made far in 
the future. The court said, “These con- 
tracts were to deliver at a future time 
a product not yet made from raw ma- 
terial not yet purchased, with the aid 
of labor not yet expended.” Although 
it was expected that profits would re- 
sult from the sales made pursuant to 
the contracts, they were in no sense 
earned at the time the dividend was de- 
clared, and there was therefore no 
justification for setting up any profit 
on the books. 

It is only reasonable, in view of the 
complexity of the accounts of modern 
business, that a director should be al- 
lowed to rely upon the reports of a 
reputable public accountant in deter- 
mining whether there are any profits 
legally available for distribution. Some 
states make specific provision for such 
reliance in their general corporation 
acts. If there is any doubt in the 
minds of the directors as to whether 
a dividend to be declared is proper, 
they should obtain legal and account- 
ing advice, for many jurisdictions make 
the directors liable to creditors for de- 
claring and paying dividends when the 
corporation has in fact no distributable 
surplus. 


Liability for Debts of Corporation 
There are various provisions in dif- 


ferent corporation laws whereby a 


director may, in some circumstances, 
be liable for the debts of a corporation. 


* Hutchinson v. 


Curtiss, 92 N.Y.S. 70 (1 ; 
45 Misc. Rep. 484. a 


Such liability may be incurred if the 
directors divert corporate property to 
others than creditors, knowing that the 
corporation’s ability to pay its debts 
will be impaired by the action. In some 
states, statutory and charter provisions 
prohibit the directors from contracting 
debts in behalf of the corporation be- 
yond a stated limit, and make them 
personally liable for any such excess 
indebtedness. In some cases, direc- 
tors of insolvent corporations are con- 
sidered trustees for the creditors. If 
they prefer one creditor at the expense 
of another, they may be liable to the 
latter for what he has lost. 


Liability for Premature Acts 


In some states directors are liable 
to fine or to damages in favor of cor- 
porate creditors if they take any action 
before the charter has been formally 
granted or before the required amount 
has been paid in on the stock. 


Loans to Corporation 

Since it is the duty of the directors 
to arrange for payment of corporate 
liabilities, it is entirely proper for a 
director to loan money to the cor- 
poration. He must act openly and 
with a higher degree of good faith in 
such transactions than is required of 
others not interested in the corpora- 
tion. 


Loans by Corporation to Officers, et al 


A frequent source of liability on the 
part of directors arises from making 
loans to officers or stockholders which 
may be proper enough in themselves, 
but which constitute a risk which credi- 
tors will rightly assume the directors 
will not permit the corporation to incur. 
Some statutes prohibit loaning of cor- 


porate funds to directors, officers, 
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and stockholders, and prohibit various 
other classes of loans, and make the 
individual directors who authorize such 
loans jointly and severally liable there- 
tor. 


Ultra Vires Acts 


Acts beyond the powers conferred 
upon the corporation by statutes and 
The 


state is ordinarily not interested in the 


its charter are called ultra vires. 


exactness with which a corporation 
adheres to the powers given to it, pro- 
vided it does nothing which it could 
not readily be empowered to do. 
Stockholders entitled to assume 
that directors will keep the corpora- 
tion’s activities generally within the 
powers granted. 

Whether directors become liable to 
the corporation because of ultra vires 
acts which they sanction depends on 
the law of the jurisdiction, their good 


are 


or bad faith, damage to the corporation, 
However, 
directors ordinarily are not liable for 


and similar considerations. 


the ultra vires acts of a corporation if 
they act in good faith and disclose the 
character of the acts. But if a trans- 
action constitutes a waste of corporate 
funds in addition to being ultra vires, 
the directors who consented to or 
acquiesced in the act will be liable to 
both stockholders and creditors to the 
extent of the funds wasted. 


Corporate Reports 

Many state statutes require that re- 
ports on the condition of the company 
be filed or published at stated periods 
by the directors or officers of the cor- 
poration, and make the directors who 
fail to do this liable for debts of the 
company contracted while thus in de- 
fault. 


Prospectuses, Advertisements, Etc. 

Directors who permit misrepresenta- 
tions to be made and fraudulent pros- 
pectuses and circulars to be published, 
whereby the public is induced to pur- 
chase securities of the corporation, are 
liable for damages suffered by those 
persons defrauded and deceived. (See 
Lehman-Charley v. Bartlett, 135 N.Y. 
App. Div. 674 (1909), affirmed, 202 
N. Y. 524.) 


Proper Management 

Directors are obligated to use the 
same care and intelligence in the man- 
agement of the corporation which they 
would use in the operation of their own 
business. Hence, a director may be 
liable to stockholders for acts which 
are entirely legal but which are impru- 
dent. Directors, while not expected to 
be continually familiar with the detail 
of the corporation’s accounts, should 
keep themselves informed by account- 
ing reports and statements, so that they 
will be acquainted with the affairs and 
general financial position of their com- 
pany. 

Almost a half century ago the direc- 
tors of a bank were held liable to its 
depositors for the losses sustained by 
them because of negligence in the man- 
agement of the bank. The bank had 
become insolvent through the making 
of bad loans on insufficient or no col- 
lateral, failure to demand payment 
thereof, and manipulation of accounts 
by the president, and finally was able 
to pay only 10 per cent. on the deposits 
upon liquidation. The directors had 
not held any meetings for over a year, 
though the by-laws called for weekly 
meetings, and no examination of the 
bank’s books was ever made. It was 
held that the directors were under a 
duty to keep themselves acquainted 
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with the actual condition of the bank 
and that they had not done so. Mar- 
shall v. F. & M. Savings Bank of 
Alexandria et al, 85, Va. 676 (1889). 


Blue Sky Laws 


Most of the states now have laws, 
often referred to as “Blue Sky Laws,” 
regulating sales of securities. These 
usually provide for the filing of infor- 
mation regarding securities to be sold 
publicly, before such securities can be 
legally sold. In many states the state- 
ments submitted must be certified by 
public accountants. There may be a 
serious liability of directors and of the 
corporation if securities are publicly 
offered for sale without compliance 
with the state law. 


Torts 

A director is liable in damages for 
injuries suffered by third persons be- 
cause of his torts, regardless of whether 
he acted on his own account or on be- 
half of the corporation and regardless 
of whether or not the corporation is 
also liable. 


Nonparticipation in Board Action 

A general rule regarding those lia- 
bilities which arise from an action of 
the board of directors is that they are 
not imposed upon directors who were 
not present at the meeting at which the 
action resulting in the liability was 
taken, or who took exception to the 
action and had their disapproval en- 
tered in the minutes of the meeting. 
It is, however, not always a valid de- 


fense that a director did not participate 
in an act for which other directors are 
liable. It is ordinarily a director’s duty 
to take an active part in the direction 
If his fail- 
ure to do so amounts to negligence, 
frequently he will be liable without 
active participation. 


of a corporation’s affairs. 


There are conflicting court decisions 
as to whether directors are so relieved 
of the liability if they were present at 
a subsequent meeting at which the 
minutes of the meeting from which the 
liability arose were approved. 


Director’s Duty in Brief 

A director’s duty is to direct the 
affairs of his corporation to the best 
of his ability and with the high degree 
of good faith required of a fiduciary. 
Because of the fiduciary relationship, 
a director is subject to liabilities which 
arise from an inefficient stewardship or 
a violation of statutes or common law. 
liabilities have briefly 
touched upon in the foregoing para- 


These been 
graphs, but it cannot be too strongly 
emphasized that all directors should 
become familiar in detail with the lia- 
bilities imposed on them, bearing in 
mind that the liabilities may differ as 
between different corpora- 
and in different jurisdictions. 
The director should avail himself of, 
and should insist upon the board of 
directors having, competent advice re- 
quired for the formulation of sound 
policy and wise decisions and for intel- 
ligent action in all cases where he has 
the slightest doubt as to his posi- 
tion. 


classes of 


tions 
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Innovations in Financial Statements of Corporations 


A Consideration of Certain Regulations of the Securities and 
Exchange Commission 


By Homer N. SWEET 


The Securities and Exchange Com- 
mission has power under the two acts 
it administers, the Securities Act and 
the Securities Exchange Act, to pre- 
scribe the methods to be followed in 
the appraisal or valuation of assets and 
liabilities in registration statements. It 
may also prescribe the methods to be 
followed in the determination of depre- 
ciation and depletion for the purposes 
of registration statements. These 
powers the Commission has not exer- 
cised except in a few cases wherein it 
has declined to accept appraisals in 
registration statements filed under the 
Securities Act. No general rules and 
regulations have been promulgated re- 
quiring that seek to 
qualify their securities for listing on a 
national securities exchange or for 
public offering to value their assets on 
any particular basis or to determine 
depreciation by any specified method. 

The specifications in the rules and 
regulations that the Commission has 
issued respecting financial statements 
have to do with methods of presenta- 
tion, that is, the items or details to be 
shown and the descriptions and ex- 
planations to be made. The Commis- 
sion has introduced many innovations 
as to the scope and details of informa- 
tion to be disclosed in financial state- 
ments and in supplemental schedules 
filed as a part of registration state- 
ments. Compliance with these require- 
ments will oblige many industrial, mer- 
cantile and utility corporations, other 
than railroad and communications com- 


corporations 


panies, to divulge certain facts about 
their financial affairs which it has been 
their settled policy heretofore not to 
reveal in their published reports. The 
innovations which I regard as most 
significant are the subject of this 
article. 

The rules and regulations in point 
are Form 10 for registrations under 
the Securities Exchange Act and Form 
A2 for registrations under the Securi- 
ties Act, and the books of instructions 
which the Commission has issued with 
these forms. Form 10 was approved 
December 20, 1934 and amended 
February 12 and 15, 1935; Form A2 
was approved January 12, 1935. 


Access ot General Public to Registra- 
tion Files 

The Commission’s rules and regula- 
tions relative to financial statements 
apply at present not to the periodical 
reports which corporations render to 
their security holders but to registra- 
tion statements and _ prospectuses. 
Registration statements, however, are 
public documents. They may be ex- 
amined by any person at the offices 
of the Commission in Washington. 
Copies may be purchased at so much a 


page, with a quantity discount. On 
December 9, 1934, the Commission 
ruled (UB3) that every national 


securities exchange shall keep available 
to the public during reasonable office 
hours a copy of the registration state- 
ment regarding any security registered 
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on the exchange which has been filed 
pursuant to the Exchange Act. 

Corporations that have serious ob- 
jection to opening all their affairs to 
public inspection have only one re- 
course. The Commission has author- 
ity under the Act to keep confidential 
certain information, the public dis- 
closure of which is objected to by the 
registrant,* unless the Commission de- 
termines that disclosure of such infor- 
mation is in the public interest. Any 
registrant desiring to avail itself of the 
privilege to object to public disclosure 
of certain information shall state the 
reasons why disclosure thereof is not 
in the public interest and enclose that 
part of the application desired to be 
kept confidential in a separate envelope 
marked “Confidential” and addressed 
to the Chairman of the Commission at 
Washington. 

What the policy of the Commission 
will be in passing upon requests for 
non-disclosure has not as yet become 
apparent. As each case comes before 
it, the Commission will face a trying 
judicial task in deciding whether the 
weight of advantage or disadvantage 
to investors inclines on the side of sup- 
pression or revelation of certain facts 
the knowledge of which by persons 
having no financial interest in the com- 
pany might materially react to the 
detriment of the company and its secur- 
ity holders. 

Forty years ago, in the judgment 
handed down in a caset involving the 
liability of an auditor under the British 
Companies Act, this statement was 
made: “Still, there may be circum- 
stances under which information given 
in the shape of a printed document cir- 

* “Registrant”? means the issuer of the securi- 
ties for which the application is filed 


+ London and General Bank, 2 Chancery 673 
(1895). 


culated amongst a large body of share- 
holders would, by its consequent public- 
ity, be very injurious to their interests, 
and in such a case I am not prepared 
to say that an auditor would fail to 
discharge his duty if, instead of pub- 
lishing his report in such a way as to 
insure publicity, he made a confidential 
report to the shareholders and invited 
their attention to it and told them when 
they could see it.” The problem of 
serving the rights of investors without 
disadvantage to their welfare is a far 
more complicated one today than when 
that opinion was written. 
requests for 
from 


Beset with 
nondisclosure 
many different sources, and 
pressed with a great variety of reasons, 
it would not be surprising if the Com- 
mission should be at their wits’ end to 
treat all requests with an even hand. 


coming 


Earnings of Affiliates 


One of the most critical innovations 
is that corporations receiving dividends 
from domestic affiliated companiesf{ 
must disclose the earnings or losses of 
each such affiliate in which the regis- 
trant’s investment is substantial. ‘The 
earnings or losses of foreign affiliated 
companies must also be reported, but if 
the enumeration of the foreign affili- 
ates would be detrimental to the inter- 
est of security holders the Commission 
permits the registrant to group the 
dividends and earnings or losses of the 
foreign affiliates. Very few companies 
have been accustomed to publish the 
earnings or losses of each subsidiary, 
other than the subsidiaries which in 
turn have securities outstanding in the 


- The Commission’s definition of “affiliate”? or 
iliated” is this: The term refers to an in- 
ual, a corporation, a partnership, an associa- 
tion, a joint-stock company, a_ business ytrust, 
an unincorporated orga I 








or 
zation that directly or in- 
ectly through one or more intermediaries, con- 
trols or is controlled by, or is under 
control with, the registrant. 





common 
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hands of the public. To my mind, it 
is very doubtful whether the interests 
of investors and the public would be 
served by the disclosure of the earn- 
ings or losses of individual subsidiary 
companies, provided effect is given or 
noted, as it should be, in the consoli- 
dated statements to the combined net 
earnings or losses of the subsidiaries. 
If securities of any of the subsidiaries 
are listed or publicly offered, financial 
statements of such companies will be 
filed in their own registration § state- 
ments. 

It would be unreasonable to require 
industrial and mercantile companies to 
make available to the public the earn- 
ings or losses of their several unincor- 
porated departments and branches and 
such information is not called for in 
registration statements, however large 
or diversified the business of the regis- 
trant may be. But in so far as the 
major divisions of an integrated busi- 
the 
‘arnings or losses of the respective 


ness are organized as “affiliates,” 


affiliates from which the registrant re- 
ceives dividends in the period are (save 
for the privilege to group foreign affili- 
ates) to be shown for the period of the 
report. The registrant is required to 
report the earnings or losses of an 
affiliated company from which it may 
receive dividends even if the affiliate is 
controlled not by the registrant but by 
some other company in the group with 
which the registrant is affiliated. 


Gross Sales 

Another requirement causing con- 
cern to corporations whose 
securities are listed is that gross sales 
shall be stated. Two totals are re- 
quired, where practicable: (1) sales to 
parents and subsidiaries, and (2) sales 
to others. Cost of sales must also be 


some 


shown, thereby revealing by compari- 
son with sales the registrant’s gross 
profit ratio. In Form Al, which was 
issued by the Federal Trade Commis- 
sion when it was administering the 
Securities Act, the registrant was not 
required to report sales and cost of 
sales if its business would be injured 
thereby. Commissioner Landis in a 
recent address,* reflecting the attitude 
of the present Securities and Exchange 
Commission, had this to say in regard 
to gross sales and cost of goods sold: 

“The importance of these figures to the 
investor is self-evident. Indeed, no other 
figures in the financial statements can, with 
the exception of net income, rank in equal 
importance with them. Obviously, the Com- 
mission is justified in calling for them. At 
the same time, it is to be recognized that 
in unusual circumstances, non-disclosure of 
these items may, perhaps, be justified, due 
to the extraordinary competitive nature of 
the enterprise in which the corporation may 
Fortunately, from the stand- 
point of the investor, hesitancy on the part 
of corporations to the disclosure of these 
and other matters, is not general.” 


be engaged. 


Inter-Company Profits 

An unprecedented requirement is 
that on the registrant’s own balance 
sheet, not consolidated,; there shall 
be _ stated, practicable, the 
amount of any inter-company profits 
included in inventories. Except in spe- 
cial cases, for example where the regis- 
trant’s inventory of finished goods is 
procured solely from an affiliated com- 
pany, serious objections may not be 
raised to making the disclosure here 
intended, but it is uncertain exactly 
what are the limits of this requirement. 

The word “inter-company” is not 
defined in the Commission’s instruc- 


where 





ng of New York State Society of 
1b \ccountar January 14, 1935. 
In the consolidated |} ice sheet, according 









to the instructions, pany profits and inter- 
company sales in @g ral shall be eliminated; 
where not eliminated, reasons are to be stated. 
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tions. If the registrant has purchased 
goods manufactured by a wholly owned 
subsidiary, at prices yielding the sub- 
sidiary a profit, and the registrant has 
some of those goods on hand at the 
date of its balance sheet, the registrant 
clearly is expected to determine the ap- 
proximate amount of that subsidiary 
company’s profit included in the regis- 
trant’s inventory. But oftentimes the 
situation is complex. Several affiliated 
companies, some of them perhaps not 
wholly controlled, may have contrib- 
uted to the processes of manufacturing 
the goods which the registrant has on 
hand. 

I do not suppose it is intended that 
if the registrant obtains goods from 
a company controlling the registrant or 
under common control with the regis- 
trant the inter-company profit on such 
the registrant’s inventory 
should be reported. The requirement 
is properly met, I should think, by re- 
porting inter-company profits in the 
registrant’s inventory only as to goods 
obtained from and 
subsidiaries controlled by the regis- 
trant. 

Another requirement with reference 
to inter-company profits is that there 
shall be stated, where practicable, the 
amount of any inter-company profits 
included in the cost of goods sold. In 
many cases it will not be practicable to 
ascertain this information. 


goods in 


subsidiaries sub- 


Maintenance and Repairs 

Maintenance and repairs are re- 
quired to be stated as a separate item 
in the profit or loss statement and in 
a supplemental schedule. Depreciation 
is also to be shown as a separate item 
and the company’s policy with respect 
thereto during the year under report 
must be stated. Although a majority 


of corporations having listed securities 
have for some years reported deprecia- 
tion charges annually in their published 
earnings statements, the requirement to 
state maintenance and repairs as a 
separate item in a report publicly avail- 
able will be a novel one to many indus- 
trial and mercantile corporations. 


Reserves 

Summaries of depreciation and all 
other accounts for the year 
must be submitted. What is required 
as to each reserve account is a showing 
of the balances at the beginning and 
end of the period and the classes of 
charges and credits during the period. 
The effect of this requirement is that 
losses charged to reserves and any 
gains credited to such accounts must 
be reported. Few corporations have in 
the past published analyses of their 
principal reserve accounts in annual re- 
ports to stockholders. The practice 
will be an innovation to most corpora- 
tions. 


reserve 


The requirements for itemized infor- 
mation with respect to the balance 
sheet call for details the disclosure of 
which corporations will have less rea- 
son on the whole to object to than in 
the case of the income statement. 


‘‘Break-Downs”’ of Capital Assets 


The Commission goes to consider- 
able length in requiring “breakdowns” 
of capital assets. These breakdowns 
should fully satisfy the analysts who 
regard expenditures for capital pur- 
poses as an important factor in gaug- 
ing the policies and prospects of a busi- 
ness enterprise. Summary schedules 
are to be submitted showing additions 
and reductions during the year (1) in 
each major investment in securities of 
affiliates, (2) in each primary property 
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account,* and (3) in each main class 
of intangible assets. 

These schedules for capital assets 
(and for reserves as well) are to be 
furnished in support of related ac- 
counts in the registrant’s balance sheet 
and in the consolidated balance sheet. 
Apparently these schedules are not re- 
quired to be submitted in support of 
similar capital asset accounts on the 
balance sheets of non-consolidated sub- 
sidiary companies in applications for 
registration under the Exchange Act, 
although they are expressly required 
in applications for registration under 
the Securities Act. 


Write-Ups and Write-Downs 


Write-ups and write-downs, in the 
judgment of the Commission should be 
so portrayed that security holders will 
be apprised of their history as far back 
as 1922 for Securities Act registrations 
or 1925 for Securities Exchange Act 
registrations. The Commission, is em- 
powered to require, in addition to bal- 
ance sheets and profit and loss state- 
ments for three the most, 
further informationt which the Com- 
mission may deem necessary or appro- 
priate in the public interest and for the 
protection of investors. In the exer- 
cise of its discretion, the Commission 
requires information regarding the ac- 
counts and amounts involved in re- 
valuations of investments, property, 
plant and equipment, and intangible 
assets to be compiled from January 1, 
1922 or 1925 down to the date of the 
balance sheet. The revaluations to be 
reported do not refer to adjustments 
made in the ordinary course of the 
business, but only to major revalua- 


years at 


Form Az, property may be stated in 





in the Securities Exchange Act, to 


further financial statements. 


tions made for the purpose of entering 
in the books current values, reproduc- 


tion costs, or any values other than 
original cost. 
All this information must be fur- 


nished as to any accounts affected by 
such revaluations in the registrant’s 
balance sheet, in the consolidated bal- 
ance sheet, and in whatever balance 
sheets are furnished for unconsolidated 
subsidiaries. The instructions state 
that while no audit of the capital asset 
accounts over the period back to 1922 
or 1925 is expected, the answers to this 
item shall be certified, either by the 
Board of Directors through its author- 
ized agent, or by the registrant’s chief 
accounting officer, or by independent 
accountants. 

The Commission does not require a 
registrant that carries capital assets in 
the balance sheet at cost (less adequate 
reserves for depreciation) to append 
any explanations of a rise or fall, 
should there be any, in the replacement 
value of these assets.[ We may con- 
clude then that replacement value of 
capital assets, in the judgment of the 
not material balance 
sheet information for investors, pro- 
vided the original cost of the assets has 
not, save for provisions for deprecia- 
tion, been written up or written down. 
But, if capital assets have been written 
up or down from cost, the amount and 
explanation of the adjustments are 
deemed material by the Commission 
and any such adjustments occurring 
since January 1, 1922 or 1925 are re- 
quired to be reported, if substantial. 

Some lawyers and corporate officials 
have been under apprehension that to 


Commission, is 


: This general is subject to one ex- 









ception. It i be stated in 
the balance sheet market value, 
if available, of “Other Investments,” 
which does not include investn in securities 





of afmiliates. 
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carry capital assets in the balance sheet 
at original cost less depreciation re- 
serve, at a time when present replace- 
ment value of the assets may be ma- 
terially above or below the carrying 
figure, might in the absence of explana- 
tion be construed by the courts as a 
false or misleading statement, subject- 
ing persons making the statement, 
whether it was an understatement or 
overstatement, to liabilities under Sec- 
tion 18 of the Securities Exchange 
Act. The position which the Commis- 
sion has taken is essentially this: if 
capital assets are carried at original 
cost, disregard replacement values, at 
least you need not report replacement 
values; but if capital assets are not 
carried at cost you must report the ac- 


counting adjustments for ten or 
thirteen years back. 
The Commission seems committed 


to the view, which is generally held by 
accountants, that investors are to 
understand, without specific notation 
on the balance sheet, that capital assets 
are under accepted methods of account- 
ing carried at amounts which may be 
substantially greater or less than re- 
placement value. Whether the judg- 
ment of the Commission on this issue 
would have weight with the courts is 
another question. 


Paid-In Surplus 

Paid-in or capital surplus and re- 
statements of capital stock are the sub- 
ject of another requirement calling for 
historical information. If any part of 
the proceeds of an original issue of 
capital stock has been credited to sur- 
plus (since January 1, 1922 or 1925) 
the amount so credited is required to 
be reported. In the balance sheet for 
the latest fiscal year, capital surplus is 
required to be stated separately from 


earned surplus only if the company has 
kept its books to show separate bal- 
ances for the different classes of sur- 
plus. If there have been any restate- 
ments of capital stock (since January 
1, 1922 or 1925) the amounts of such 
restatements and the contra entries 
shall be reported as to all capital stock 
accounts that appear on the balance 
sheets required to be submitted. 


Bond Discount 

A third requirement for historical 
information (likewise since January lI, 
1922 or 1925) relates to the amortiza- 
tion of bond discount and expense. If, 
during that period, substantial 
amounts of bond discount on issues 
still outstanding have been written off 
earlier than as required under any peri- 
odic amortization plan, the registrant 
must report the date, amount and ac- 
count affected as to each such write- 
off. In the current balance sheet the 
registrant is required to state the 
method used in amortizing debt dis- 
count and expense. 


any 


Shortly before these requirements 
were promulgated, the Commission had 
made its decision in the Northern 
States Power Company case. ‘This 
case had to do with a registration state- 
ment for refunding mortgage bonds 
filed October 20, 1934 under the 
Securities Act. This company had, in 
1924 and 1925, charged off $8,000,- 
000 of unamortized bond discount and 
expense against a capital surplus ac- 
count created in 1924 as the result of 
a write-up of its fixed capital and in- 
vestment accounts. Subsequent to 
1925 no annual charges had been made 
by the company against its earnings or 
arned surplus for amortizing the 
$8,000,000 item of discount and ex- 


pense. Two of the commissioners 
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thought that adequate disclosure and 
treatment required that the financial 
statements should be restated, but a 
majority of the commissioners con- 
that the circumstances 
sufficiently disclosed in the registration 
statement and prospectus as amended. 


cluded were 


Consolidated Statements 


Section 13 of the Securities Ex- 
change Act and Section 19 of the 


Securities Act provide that the Com- 
mission may prescribe the methods to 
be followed in the preparation, where 
the Commission deems it necessary or 
desirable, of separate and/or consoli- 
dated income ac- 
counts of any person* directly or in- 
directly controlling or controlled by the 
issuer, or any person under direct or 
indirect common control with the 
issuer. The Commission requires that 
the financial statements of companies 
directly and indirectly controlled by the 
issuer shall be reported either in con- 
solidated statements or separately or in 
separate combined or _ consolidated 
statements. The registrant is given 
the choice of including all the subsidi- 
aries or some of them in the consoli- 
dated statement, or furnishing separate 
statements in which all the non-con- 
solidated subsidiaries are combined or 
consolidated in one or several groups, 
or shown individually; but no state- 
ment need be furnished for the non- 


balance sheets or 


consolidated subsidiaries when the 
aggregate investments in such com- 


panies are not significant in respect of 
(1) the assets they represent, and (2) 
the sales or operating revenues of such 
subsidiaries. 

The Commission does not permit 


The term “person” is defined in t > 1- 
“an individual, a corporation, a part- 
z ‘iation, a joint-st mpany, 

orporated gi é 
political subdivision 


ties Act as 
nership, an 
trust, any 

ernment 01 






consolidation of companies in which 
the registrant owns, directly or indi- 
rectly, securities representing 50 per 
cent. or less of the voting power. ] 
In determining what subsidiaries more 
than 50 per cent. controlled should be 
the registrant is in- 
structed to follow that principle of in- 
clusion or exclusion which, in the opin- 
ion of its officers, will most clearly 
exhibit the financial and 
results of the operations of the regis- 
trant and its Whatever 
principle of inclusion or exclusion is 
adopted by registrant shall be 
stated in a note attached to the con- 
solidated balance sheet. 

The Commission requires that the 
parent company’s equity in accumu- 
lated surplus of the non-consolidated 
subsidiaries shall be shown in a foot- 
note or otherwise in the 
balance sheet (where practicable) and 
its equity in undivided profits of the 
year shall be shown in a footnote or 
otherwise in the consolidated profit 
and loss statement. A similar require- 
ment has for some time existed in the 
New York Stock Exchange require- 
ments for listing applications. Some 
companies actually take up in the con- 
solidated financial statements the 
equity in the surplus or profits of the 
unconsolidated subsidiaries, whereas 
other companies show the information 
in a footnote. 

The Commission has recently ruled 
that consolidation of the accounts of a 
parent company and any subsidiary 
shall be conditioned upon their fiscal 
year closing dates not being more than 
93 days apart. 

(Continued on page 27) 


consolidated, 


condition 
subsidiaries. 


the 


consolidated 


The term ‘‘voting power’ refers to the right, 
er than as fected by events of default, to 
vote or, by virtue of beneficial ownership of se- 
curities or otherwise, to direct votes for the elec- 
tion of directors. 



































LRB&M. JOURNAL 17 





Budgetary Control* 


By Water B. GiBson 


I am told that talking about budgets 
is wasting one’s breath. lverybody 
Business men 
say they are against this, that and the 
other thing; 


seems to be for them. 


some of them even say 
they are against public accountants, 
the New Deal and what not, but no- 
body ever admits right out in the open 
that they are against the idea of budg- 
ets. And yet 
does anything about it. 


nobody hardly ever 
[ mean that, 
in this section of the country at least, 
there are very few real budget installa- 
tions that meet the essential purposes 
of a complete and successful budget 
plan. 


Budget Primarily a Plan 
But the specific subject of my talk 
tonight is not “Budgets” but “Budget- 
ary Control.” I might be straining at 
a fine point, but sometimes I wonder 


if the emphasis on the term “Control” 


rather than on “Budgets” is not part 
of our difficulty. The term “Control” 
is overused right now. We have price 
control and crop control and control 
of this and that; an endless variety of 
controls. It seems to me that we get 
further if we look at a budget, not 
primarily as a system of control but as 
a plan which can and should supply 
management with an excellent device 
for the attainment of management 
control. No budget ever elaborated 
can function automatically ; it is merely 
a tool of executive management and a 
contributary means of control in any 
organization which adopts its funda- 
mental idea. In other words, briefly 


* An address to the Los Angeles Chapter of the 


National Association of Cost Accountants. 


characterized, a budget is planned ad- 
vanced thinking. Its purpose is to 
establish and organize a program of 
operating performance which avoids 
the necessity of a continuous flow of 
orders from the major executives deal- 
ing with relatively minor and routine 
matters, and to provide a valuable 
addition to the methods previously 
used for coordinating the various ac- 
tivities of the business. 


Fundamentals of a Budget 


In its fundamentals then, a budget 
plan is concerned with three things: 
(1) a forecasted financial condition, as 
compared with a present financial con- 
dition; (2) estimates of intervening 
revenues and expenses; (3) changes 
in objectives and policies requiring 
special attention because of the facts 
revealed by the comparisons under 
items (1) and (2). 

Let me make this point again. A 
budget is not an end in itself, but a 
device or tool for the business execu- 
tive to aid him in doing his work. It 
is the responsibility of the chief execu- 
tive to determine future policies. The 
budget crystallizes those policies into 
a plan. 

It is the executive duty to decide 
upon the character and volume of 
business to be handled during the 
months or the year to come. ‘The 
budget formulates those policies into a 
program. 

It is the executive duty to set up a 
business organization which will put 
his plans and programs into execution. 
The budget organization provides the 
instruments for that purpose. 
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must estimate the 
funds required for the 
done, insure that these 
funds will be provided as needed, and 
allocate to the various divisions of the 


The executive 
amount of 
work to be 


business the amounts to be expended. 
The budget sets forth these expendi- 
tures with whatever minuteness is 
necessary and provides checks to in- 
sure that expenditures for any par- 
ticular purpose do not 
amount budgeted. 

Finally, the executive must place 
before his Board of Directors, on the 
one hand, and his departmental assist- 
ants, on the other, a definite, well-con- 
sidered, comprehensive administrative 
program. The budget is the best form 
in which these procedures can _ be 
formulated. 

Now we are ready to summarize the 
essential purposes of the budget plan 
which, as I suggested a few minutes 
ago, are lacking in the original con- 
ception and execution of most of our 
so-called budgets. Opinions differ, but 
I offer several points in skeleton form 
right now. Later on, if the time per- 
mits, I would like to amplify these 
points. 


exceed the 


Essential Budget Purposes 


A complete budget plan should assist 
the management in: 


1. Establishing a definite objective of per- 
formance for the enterprise, 

2. Formulating executive 

future operations, 

Promoting co-operation in 


~ 


policies as to 


we 


acceptance 
of policies and execution of plans, 

4 Determining limits within which ex- 
penditures are to be confined, 

5. Determining what funds will be re- 
quired, when they will be needed, and 
from what source they will be derived, 

6. Setting up comparisons and checks to 
show currently the degree and quality 
of operating performance, 


7. Indicating when and where changes 
must be made in current operations in 
order that the planned objective may be 
realized, or at what points and in what 
respects the planned objective must be 
changed. 


It is a truism to say that the view- 
point of the budget is forward-look- 
ing, but this point is more often hon- 
ored in the breach than in the per- 
formance. Frequently, budget fore 
casts are in terms of the past and the 
past alone. Past records are of value 
only in the preparation of budget plans 
and in this respect budget practice 
represents a change of mental attitude 
from that form of accounting which is 
confined to the recording of past occur- 
rences. As someone has said, “Budg- 
eting seeks to lock the stable door be- 
fore the horse has been stolen, while 
accounts report, after the event has 
taken place, whether or not the horse 
was stolen.” 

The chief things wrong with most 
installed budgets today are, first, that 
they represent unsupported guesses 
into the future, based either on the 
past or on wild hopes, and second, 
that they are incomplete and cover 
a part only of the business operations. 
In Sinclair’s very recent book on budg- 
ets—the New York Sinclair, not the 
California Sinclair! And by the way, 
these Sinclair boys should get to- 
gether. One of them knows all about 
budgets; the other one has lots of 
plans. But incidentally I believe this 
new book to be the outstanding contri- 
bution to the science and art of budg- 
ets, and in it Mr. Sinclair expresses 
himself forcibly to the effect that a 
worth-while budget plan must consist 
of a master budget made up from and 
supported by a group of subsidiary 
budgets. 
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Sub-budgets 


The minimum number of sub-budg- 
ets is 4, the sales budget, the purchase 
or production budget, the expense 
budget, and the financial budget. 

The sales budget is an estimate of 
the volume of sales planned or ex- 
pected, involving the necessary factors 
of quantity and price. 

The purchase or production budget 
is an estimate of the cost of acquiring 
or producing the goods and articles 
which are to be sold, and this budget 
for a manufacturing concern is itself 
subdivided into separate budgets for 
materials, labor, and manufacturing 
expenses. 

The expense budget is an estimate 
of the necessary administrative, sell- 
ing, and other expenses of the con- 
cern, itself subdivided into separate 
budgets for selling expenses, adver- 
tising, management expense, and a 
plant and equipment budget. 

The financial budget is an estimate 
of the cash income and outgo for the 
period and it develops the manner in 
which adequate working capital and 
funds for extensions and additions are 
to be provided. This financial budget 
would include an estimated balance 
sheet at the end of the budget period, 
estimated profit and loss statement, 
and estimated cash receipts and dis- 
bursements. 

Discussion of any one of the sub- 
sidiary budgets declared by Mr. Sin- 
clair to be an essential part of the 
whole would in itself require an eve- 
ning of discussion. I bring the list to 
you here merely to clinch the point 
that a budget which makes a detailed 
forecast of sales alone or perhaps of 
cash in and out, as so many do, is 
likely not to be worth the time and 


labor expended upon it, no more than 
isolated links of chain, unconnected, 
are of any particular service in the 
work of the world. 

So far I have attempted to make 
two main points; first, that a budget 
is only a plan and an aid to manage- 
ment, and is not in itself a control, 
although providing a means for man- 
agement action which 7s control; sec- 
ond, that a budget plan, to furnish 
effective guides to management, must 
be complete, including all phases of 
operations and finances. My third 
main topic has to do with the prelimi- 
nary conditions which must exist be- 
fore a workable and _ worth-while 
budget plan can be inaugurated. 


Necessary Preliminary Conditions 


First, and perhaps most important, 
s the attitude of mind possessed by 
the management. In any business 
situation, the decisions and effective 
control of the management are based 
largely and necessarily upon one or 
two men’s thinking, or, in other words, 
upon their own good judgment. Situa- 
tions, circumstances, and emergencies 
continually demand immediate deci- 
sions and prompt actions. The quality 
of these decisions and the certainty of 
the actions are dependent to a consid- 
erable degree upon the information 
available to the executive at the time 
he decides and acts. 

It is at this point that the budget 
enters as a carefully prepared instru- 
ment designed to facilitate executive 
actions and increase the proportion of 
successful outcomes resulting from 
such actions. If management is to in- 
crease the accuracy and speed of the 
operation of its judgments, it must 
have a conscious devotion to the best 
interests of the business enterprise and 
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must be able to imbue subordinates 
with the same spirit. The chief execu- 
tives must have the faculty to push 
aside irrelevant matters of every kind 
and to train themselves to a concen- 
trated discipline of mind so that their 
thinking will be concerned only with 
essential matters, and they must be 
completely open-minded. 

As an example, I am quoting from 
remarks of Howard Coonley, Presi- 
dent of Walworth Manufacturing Co., 
which I believe were published first in 
the N. A. C. A. year book: 

“When the head of my planning and sta- 
tistics department came to me in the early 
part of this year with the second annual 
estimate of our profits he showed such a 
small black figure that it sent the shivers 
down my spine. I want to confess to being 
a rank optimist at all times, and it is terribly 
hard for me to see anything bad coming 
from any person or from any condition. 
Therefore, I need someone, not a rank pes- 
simist but, perhaps, a rank practicalist, hang- 
ing to my coat tails. 

“My first inclination was to throw over- 
board his conclusions by saying that they 
could not be right. My second one was to 
say, ‘Look here, this fellow never before 
has gone wrong; why should he now?’ And 
so I said ‘If his prediction is true, or any- 
where near true, something must be done 
about it.’ So I called in my chief account- 
ant and my assistant, my treasurer and this 
man who had waved the red flag at me, and 
we sat down to the most serious ‘knitting’ 
that I have ever indulged in since the year 
1921. After unusually careful scrutiny we 
decided that he was probably right, that 
the conditions of competition throughout the 
country were such that a very respectable 
volume of business was to be done at a 
margin that was probably in most cases be- 
low the equator; in other words, that would 
carry many manufacturers into the red. 
There was only one possible conclusion. We 
have had the warning and we must profit by 
it. Therefore, we must decrease our cost of 
doing business.” 


Such an attitude on the part of a 
business head is the first prerequisite 
of effective budgeting. 


Budget Organization 

As another preliminary, there should 
be an accountable budget organization 
in which authority and responsibility 
are properly defined, and devolved. It 
is self-evident that someone must pre- 
pare the estimates, must 
approve the budget as prepared, and 
to attain the results planned, someone 
must enforce the budget. There are 
various forms of organization, depend- 
ing upon the nature of the business, 


someone 


size of the concern, and the personality 
or characteristics of individuals consti- 
tuting its executive personnel. It is 
usual that the responsibility for a 
budget program be lodged in the hands 
of some officer who is closely connected 
with the central 
Logically, and frequently in practice, 
this individual is the Controller, if the 
business is organized to include such an 
executive. If there is no Controller in 
the organization, the budget officer is 
frequently selected and designated as 
an assistant to the President. In still 
other cases the Treasurer accepts the 
major responsibility for the budget. 
But whatever the title of the function- 
ary, the managerial law of authority 
and responsibility must be observed. 
This law can be stated as follows: re- 
sponsibility for the execution of work 
must be accompanied by the authority 
to control and direct the means for 
doing the work. Briefly, the duties of 
a budget officer might be: 


executive control. 


1. To insure that department heads are 
provided with the records of perform- 
ance of past periods as an aid in pre- 
paring their budget estimates. 

2. To make sure that budget estimates are 
completed on scheduled dates. 

3. To prepare a tentative master budget 
from the summaries of the divisional 
or departmental budgets and furnish 
all necessary information to the budget 
committee. 
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4. To make the revisions required by the 
budget committee and transmit copies 
of the approved budget to the several 
heads of departments and functions. 

5. To make sure that comparisons be- 
tween estimates and performance are 
made at stated intervals and to obtain 
explanations as to causes of variations. 

6. To oversee the preparation of forms 
and reports. 


7. To prepare and keep up to date a rec- 
ord of budget procedure or the budget 
manual if and when used. 

I have referred constantly to a 


budget committee. This is essential in 
an organization of any size and, in 
general, it should comprise a cross sec- 
tion of the entire executive viewpoint, 
that is, financial, selling, production, re- 
search, etc. The head of each important 
department should take an active part 
in the preparation of budget estimates 
and upon each department head should 
be fixed the responsibility for the exe- 
cution of his part of the budget. In 
applying the principle of responsibility 
and authority, it is evident that each 
who operates under the 
budget must be held accountable for 
results in his own department, and to 
insure this circumstance, every effort 
should be made in the beginning to 
have departmental heads willingly and, 
if possible, enthusiastically accept the 
goals established as their particular 
standards of operation. 


executive 


Business Policies 

The third requirement preliminary to 
budgeting is a set of clearly defined 
business policies. These exist in every 
enterprise, large or small, but seldom 
are they defined and set down, and yet 
it is evident that no worth-while budget 
can be inaugurated without such form- 
ulation of policies. For instance, a 
sales policy as to what product is to be 
sold, where, under what terms, and at 


what prices; the level of wages to be 
paid and hours to be worked, amounts 
of inventories to be carried, program 
of improvements, betterments, in- 
creases to plant and equipment. 

One item of general policy which 
concerns the budget itself deserves em- 
phasis. Unless the budget is made up 
in such a manner that it is an attain- 
able standard of performance, it will 
fail of its highest purpose; that is, if 
the executives and department heads 
who have the responsibility of securing 
results under a budget plan, find that 
the estimates are set so high that they 
are not reasonably attainable, the incen- 
tive which the budget should give will 
be lost. The budget estimates must be 
fair and reasonable and must not be 
looked upon as doubtful of attainment. 


Accurate Information 


A fourth preliminary requirement is 
an adequate supply of accurate in 
formation and pertinent data for the 
purpose of preparing budget estimates. 
This would include detailed accounting 
data in regard to past performance, and 
also information in regard to the in- 
ternal conditions of the business not 
available from accounting records, such 
as analyses of distribution of stocks by 
departments and classes of merchan- 
dise, sales activity of various salesmen 
by departments, territorial analyses of 
markets, and the like. There also must 
be statistical information as to external 
factors, including general business con- 
ditions within the lines of business 
under consideration, wage and price 
trends, the position of the concern in 
relation to competitive trade conditions, 
CXC. 


Administrative Plan 


Next, there must be a definite plan 
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for the administration of the budget 
after it is set up; in other words, the 
concrete method of preparation and 
approval of the budget estimates and 
the enforcement of the budget plan. 
Then there must be at the beginning 
a well devised and complete general ac- 
counting system, organized to furnish 
basic information and to prepare 
period-to-period comparisons of esti- 
mates and of performance. This gen- 
eral accounting system should be so 
organized that the general books of ac- 
count should be classified directly 
corresponding to the budget break- 
down; in other words, so that it will 
not be necessary to keep two sets of 
accounts, one for general financial pur- 
poses and one for budget purposes. 
\nd there is another requirement 
which comes close to home, an adequate 
cost system controlled by the general 
books of account. Without such a sys- 
tem it is difficult, if not impossible, to 
secure reliable information upon which 
to base estimates of the costs of goods 
and services which are to be produced. 
Supplementing this requirement is that 
for perpetual inventory records of 
stores, raw materials, work in process, 
finished goods, plant and equipment. 
And lastly, there must be provision 
for a schedule of regular weekly or 
monthly reports which, subjected to 
study and interpretation, reveal where 
budget estimates have been bettered or 
exceeded and supply information for 
executive action. It is at this point 
principally that we should use the term 
“control.” As a result of budget com- 
parisons, executive action may be 
directed to the modification of the 
budget and revision of previous esti- 
mates, or where failure to attain budg- 
eted goals appears to have resulted 
from lack of ability or attention on the 


part of persons responsible for per- 
formance, executive action would be 
directed to spurring the present per- 
sonnel on to greater efforts or might 
result in a redistribution of personnel 
and responsibilities. 


Budget Limitations and Problems 


And now I come to my fourth and 
last main topic, the limitations and 
problems of budgeting. Failure to 
realize limitations at the start has many 
times resulted in early discouragement 
and abandonment of what might other- 
wise have developed into a well-con- 
ceived and workable budget plan. 


The first limitation is that any 
budget is based on forecasts. Fore- 


casting is not and never can be an exact 
science; even the best estimates are 
fallible. Judgment must be used in fol- 
lowing any plan based upon estimates, 
and budgetary practice is no exception. 
Take the fundamental of the budget, 
i. @., anticipating future income; ex- 
perience has shown just how almost 
impossibly difficult sales volume is to 
forecast, both during times of expan- 
sion and recession of general business. 
Whether vou tackle the sales forecast 
by market analysis or in the light of 
past performance, interpreted in the 
light of future expectations, the results 
are likely to vary from the predeter- 
mined volumes. The only answer is to 
do the best that can be done, bringing 
to bear upon the problem the best in- 
formation available, both from within 
and without the business, and then 
watch like hawks for factors requiring 
change. 

I have already spoken at some length 
upon another principal limitation of the 
budget, that is, that the execution of 
budget plans will not occur automati- 
cally. No management device functions 
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automatically. After the budget esti- 
mates are prepared and approved, there 
must be applied the initiative and force 
of the executives to equal or better the 
accepted schedule. Nothing can take 
the place of good administration. The 
budget does not deprive executives of 
freedom of action, but rather it places 
in their hands a tool to make their own 
work more effective, and, furthermore, 
its purpose is primarily to provide for 
them information upon which adminis- 
trative decisions can be made with ex- 
pedition and certainty. 

No budget plan can be immediately 
perfected. The question of time must 
always be taken into consideration. 
\Veeks, months, perhaps a_ longer 
period of education and training are 
necessary before a large organization 
can train its habits of mind and work 
to function completely on a budget 
basis. Don’t expect too much of a 
budget system at the outset. Let it 
grow and develop under sympathetic 
conditions and the possibilities and 
advantages are so great that any rea- 
sonable amount of time and any rea- 
sonable expenditures will prove to have 
been justified. 

And, finally, lack of flexibility in 


original concept—here is the nub of 
many difficulties. Many an executive 
and department head, otherwise budg- 
et-minded, says, “What’s the use if the 
results never tally with the advance 
estimates ?”’ Of course they don’t tally, 
at any rate not at the outset of a budget 
plan. But how about the inestimable 
value of forcing constructive advance 
thinking as to what might be done, 
upon the entire management of a com- 
pany and its department heads? What 
ever else may or may not be true, you 
and I and our friends, the executives, 
know in our heart of hearts, that there 
is nothing that is harder for us to turn 
our minds to than definite, concrete 
thinking ahead; planning in detail for 
the future. Management genius usually 
has this rare ability as its foundation. 
The rest of us who are not geniuses 
have to be forced into an unaccustomed 
habit of mind, but when this habit of 
mind has been attained throughout an 
organization, from top to bottom of the 
executive list, try and stop that particu- 
lar organization from going places by 
anything short of acts of God—earth- 
quake, flood, and tornado! And some- 
times it will outmaneuvre even all of 
these! 
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Liabilities of Directors valuable, or influential contacts that 


Particularly during the 
period, when a man attained to a cer- 
tain standing in the business or profes- 
sional life of his community, he was 
liable to be approached with the invita- 
tion to become a director of a bank or 
trust company or of an industrial cor- 
poration. The underlying 
such an invitation varied. It 
might have been that he had become 
the holder of an appreciable amount of 
stock in the corporation and therefore 
representation of his holdings in the 
board of directors desirable. 
Perhaps he was regarded as having 
ability that would make his counsel 


post-war 


motives 
were 


seemed 


might bring new business to the insti- 
tution. Possibly he was engaged in a 
field of industry which it was felt 
should be represented on the director- 
ate. 

If the bank or other corporation 
which elected a man to its directorate 
was one of high standing and well 
known, the elected one might well have 
regarded his selection as an honor and 
a tribute to his ability and the esteem 
in which he was held in his community. 
If the corporation on whose director- 
ate he was asked to serve was not well 
known, had not a recognized standing, 
or was being formed to engage in a 





























new business, he might well have ob- 
served the admonition to “Stop, look 
and listen” before accepting. 

Many men did not appreciate the 
responsibility they were assuming 
when they consented to their election 
as directors. [ven when a bank or 
other corporation is one of unques- 
tioned standing and its management 
personnel consists of men of excellent 
reputation, members of the corpora- 
tion’s Board of Directors have a serious 
responsibility for the conduct of its af- 
fairs which has more than once devel- 
oped into a heavy financial liability. 
The loss resulting therefrom has not 
necessarily been due to any positive 
wrongdoing on the part of the direc- 
tors but has more often arisen out of a 
failure of the directors to keep in- 
formed regarding the corporation's ac- 
tivities, as carried on by its officers, 
and neglect to insist upon adherence 
to sound business principles. 

In no field is this more true than in 
that of banking. Responsibility there 
is especially great, and an_ unusual 
degree of care and of general super- 
vision of the affairs of a bank is ex- 
pected of the directors. Reliance by 
the directors upon the examinations 
made by the federal or state banking 
authorities is not sufficient. The direc- 
tors are expected to make examinations 
themselves or to engage at the expense 
of the bank professional accountants to 
make examinations on behalf of the 
directors or to assist the directors in 
their examinations. 

The enactment of the Securities Act 
in 1933 and of the Securities Exchange 
Act in 1934 has not only greatly in- 
creased the possible liabilities of direc- 
tors but also it has caused them to 
realize their responsibilities (not 
merely under these acts, but also under 
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existing state laws) to a degree in 
which many of them have not hereto- 
fore been conscious. 


Use of Information by Investors 

Much stress has been laid in enact- 
ing the Securities Act and the Securi- 
ties Exchange Act upon the importance 
of furnishing investors, present or 
prospective, with ample information 
concerning the whose 
securities are being publicly offered for 
sale or are being traded in on the 
The first 
attempts of the Federal Trade Com- 
mission to administer the Securities 
Act resulted in registration statements 
and prospectuses being so voluminous 
and essential and non-essential data 
therein being so intermingled that the 
purpose of really informing investors 
was defeated. 

The Securities and Exchange Com- 
mission has made commendable prog- 
ress in applying a policy of reducing 
the volume of data to be included in 
registration statements and in endeav- 
oring to focus such statements on 
really essential data. 


corp¢ rations 


country’s stock exchanges. 


Even when information regarding 
the financial position and operating re- 
sults was not as plentiful as now, in- 
vestors did not study and utilize it as 
they should. Had they done so dur- 
ing the boom period, less loss would 
have been incurred by them. 

In his address, upon retiring from 
the presidency of the New York Curb 
Exchange, Mr. E. Burd Grubb made 
the significant statement that, “. . . the 
public must learn to use the informa- 
tion made available to it for its own 
protection. In this phase of our pur- 
pose we must now and always have the 
aid of the press with its vast power of 
education.” 
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Only when the investing public has 
been educated to utilize the consider- 
able amount of corporate information 
available in the present day will the 


purpose of the Securities Act and the 
Securities Exchange Act of protecting 
the investor be realized in any substan- 
tial measure. 





Book Reviews 


The following reviews of the new 
editions of books by Colonel Mont- 
gomery, which have been recently 
published, appeared under “Notes on 
Current Literature” in the February 
15th issue of the NV. A. C. A. Bulletin: 


FEDERAL TAX HANDBOOK 1934-35 


This is the 15th in the series of tax 


manuals by Mr. Montgomery. In 
many respects it is one of the most 
interesting. In Mr. Montgomery's 


opinion, several of the new features 
introduced with the 1934 Revenue Act 
are steps in the wrong direction. Read- 
ers will be interested in his attitude 
toward, and interpretation of, such new 
provisions as the prohibition of con- 
solidated returns, the new method of 
taxing capital gains, the provision for 
the taxing of unlawful accumulations 
of corporate surplus, and the new tax 
treatment of the personal holding com- 
pany. One valuable feature of Mr. 
Montgomery’s tax writings is his prac- 
tice of anticipating the Treasury’s in- 
terpretation of new provisions and his 
advice for the handling of situations 
where no definite precedent has been 
established or where he thinks the gov- 
ernment’s stand is likely to be over- 
ruled. 

New Treasury rulings, Tax Board 
decisions and court decisions which 
have tended recently toward an in- 
creased strictness in the enforcement 
of the law, are all treated fully in this 


new volume. As in former editions, 
the estate tax, the gift tax and other 
miscellaneous federal taxes are con- 
sidered in addition to the income tax. 
Indexes to the regulations, Treasury 
rulings, Board of Tax Appeals deci- 
sions, and court decisions are included. 


AUDITING THEORY AND 
PRACTICE 

The period since 1927, when the 
fourth edition of Montgomery’s Audit- 
ing appeared, has been a period of 
considerable development in public ac- 
counting. The extent of this develop- 
ment can be readily appreciated by 
comparing the present edition of Mr. 
Montgomery’s text with the 1927 edi- 
tion. As a result of the financial diffi- 
culties attendant upon the depression, 
the publicity given the accounting prac- 
tices of certain failed corporate groups, 
the development of some rather un- 
sound practices under the stress of the 
depression, the enactment of the 
Securities Act and the Securities Ex- 
change Act and other influences, the 
public has come to rely more and more 
on the independent public accountant. 
This has increased considerably the 
responsibilities which he is called upon 
to assume. 

Mr. Montgomery has warned against 
the assumption of _ responsibilities 
which are “improper and unjustifiably 
burdensome.” At the same time he 




















L.R. B. & M. 


JOURNAL 27 





recognized the increased opportunities 
offered accountants by these new de- 
velopments and his new text is full of 
suggestions and advice for the account- 
ant working under present-day condi- 


This new edition has _ been 
largely revised and rewritten and pro- 
vides the most up-to-date and com- 
prehensive material available on the 
subject of auditing. 


tions. 





(Continued from page 16) 
The foregoing requirements gov- 
erning the preparation of consolidated 
statements are not unique. There is, 
however, another requirement which is 
out of the ordinary. With respect to 
the subsidiaries consolidated a state- 
ment shall be made showing how, in 
principle, the difference between the 


such subsidiaries as 
shown in the registrant’s books and the 
registrant’s equity in net assets of said 
subsidiaries as shown in the books of 
the subsidiaries, has been dealt with in 
the consolidation. And the amount of 
such difference shall be stated. This 
information has seldom been disclosed 
in published consolidated statements. 


investment in 
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Notes 


Mr. Sweet has been kept actively 
occupied in his capacity of chairman of 
the special committee of the American 
Institute of Accountants on Federal 
Corporation Law. 

Members of our firm and of the 
staff of our New York office are serv- 
ing on committees of the New York 
State Society of Certified Public Ac- 
countants as follows: 

Colonel Montgomery 

Committee on One National Or- 
ganization (Chairman) ; 
Committee on Cooperation with 
Bankers and Other Credit 
Grantors. 
Mr. Sinclair 
Committee on Auditors’ Liability 
(Chairman ). 
Committee on Legislation ; 
Mr. Lenhart 
Committee on Practice Procedure ; 
Committee on Cooperation with 
New York City Conference of 
Bank Auditors and Comptrol- 
lers. 
Mr. Bell 
Committee on Retail Accounting 
(Chairman). 
Mr. Taylor 
Committee on Public Utility Ac- 
counting. 
Mr. A. W. Ambler 
Committee on Fiduciary Account- 
ing (Chairman) ; 
Committee on Stock Brokerage 
Accounting. 
Mr. N. B. Bergman 
Committee on Federal Taxation. 


Mr. H. E. Bischoff 
Committee on Federal 
Committee on State Taxation; 
Committee on Cooperation with 

Comptroller's Department of 
the City of New York. 
Mr. H. O. Leete 
Committee on Membership. 
In May next Mr. Staub will com- 
plete his second year as president of 
the society. 


Taxation; 


On February 19, Mr. Staub ad- 
dressed the New York Chapter of the 
National Association of Cost Account- 
ants on “‘Income and Other Govern- 
mental Taxes.” 


Mr. John W. Conrad, in charge of 
our Rockford office, was recently ap- 
pointed chairman of a statistical com- 
mittee of the local Chamber of Com- 
merce to obtain data for use in a 
recovery crusade which is being con- 
ducted by that city. This committee 
is to compile statistics and data evi- 
dencing improvement in business in 
Winnebago County, such data to be 
used by various speakers in their 
efforts to inspire confidence and dis- 
pel fear in the minds of local buyers. 


Mr. Davidson, of our New York 
staff, addressed the Binghamton Chap- 
ter of the National Association of Cost 
Accountants on January 24 on the sub- 
ject of “Industrial Taxation.” 

“The 1934 Revenue Act as Applied 
to Personal Income” was the subject 
of a talk by Mr. Bischoff, of our New 
York staff, to the Kiwanis Club of 
Orange-West Orange on February 19. 
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Lybrand, Ross Bros. & Montgomery 
Offices 


Cities Addresses 


New Yorx: Downtown, 90 Broad Street 
Uptown, 1 East 44th Street 


PHILADELPHIA 
CHICAGO 
Boston 
NEWARK 


Packard Building 


231 South LaSalle Street 


80 Federal Street 
744 Broad Street 


BALTIMORE First National Bank Building 
WASHINGTON Investment Building 
PrrTsBuRGH Union Bank Building 
Derrorr Book Building 

CLEVELAND Midland Building 
CINCINNATI Carew Tower 

LourIsvILLE Heyburn Building 

Saint Lovurs 411 North Seventh Street 
Rockrorp 321 West State Street 
ATLANTA Healey Building 

DALLas First National Bank Building 
Houston Bankers Mortgage Building 
San Francisco 2 Pine Street 

Los ANGELES 621 South Spring Street 
PortLaND Porter Building 

SEATTLE Skinner Building 


EvuroPe 
3 St. James’s Square, S. W. 1 
3 Rue des Italiens 
56 Unter den Linden 


Lonvon, ENGLAND 
Paris, France 
Beaurn, GrRMANY 








